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William J. (Jim) carroll
Vice President

April 1S, 1996

Via Hand DeliyetY
F. Duane Ackermann
Viee-Chainnan and ChiefOperatjDi Of!ice.t
BellSouth Communications, Inc.
Atlanta, Georgia

Dear Mr. Ackennan:

Room 4170
1200 Peachtree St.. NE
Atlanta. GA 30309
404 810.7262

Pursuant to Section 252 ofthe Telecommunications Act of 1996, AT&T Cotp. ("AT&T")
requests the commencement ofnegotiations for interconnection to enable AT&T to provide
competing telecommunications services, including local service, in the State ofLouisiana •
This request includes all interconnection issues identified in Sections 2S1 and 2S2 ofthe
Act, including the prices and terms for interexchange access, the resale ofseryices. and the
network elements used for the origination and completion oflocal excbange and·
inten:xchange services traffic.

Interconnection negotiations commenced on March 4, 1996 in the States ofFlorida,
Georaia, North Carolina, and Tennessee. Durin& the initial DeJOtirinI zneedns held
between AT&T and BellSouth on March 11, 1996, our COJIlIlGies IIl'eed that it is
appropriate to negotiate the ~ority ofissues on a reaiOneJ bIsis and 0DIy sepamtely
negotiate those issues that vary on a state by state basis. 'I'haefore, it is AT~T'sview that
the negotiations for the State ofLouisima will become a part ofthe resKma1 J1OIC)timons,
recognizing that the official COIDIDCncemeDt date for the Louisiana negotiations for
purposes ofSection 252 (b) (1) ofthe Act is April IS, 1996.

While negotiations are progressing, there are a significant number ofissues to resolve. I
look forward to a timely resolution.

y yours~

J.CaIToll

CC: J. Dnunmond
C.Coe
L. Cecil
R. Shutter
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Re: Jun~ :!O. 19Q6. AT&T and BellSouth E:<ecUli\'~ Inttrconn~ction ~csoti:nions

~1cc:tin~

AttenJe:e:s: AT&T:

BellSouth

W. J. Carroll. Vice: Preside:nl-LSO Southtm ReA;ic)ft
R. Crafton. Manaier·Southem Re~ion .
D. M. Eppsteiner. Senior Att~'me~·-L&G.-\

N. Bro\l,n. District Manaler ~First pan only)
M. Guedel. Manlier I First p:ut onl~')

W. S. Schaefer. Vice President-MarketinllntercoMcction
Services

S. Laven. lead NelOtiator
M. J. Peed. General Attome~'
J. Anderson. Cost AnII~'st (First pan onl~')

J. Hendrix. Pricing Anal)'st \First pan only)

Place: BellSouth Offices. 675 Wcst Peachtree St.. Atlanta. Georlia

This memorandum summarizes the June 20. 1996. medng between the Executive
Teams of BellSouth and AT&T. A cop~' oflhe Aienda is·anached as Anachment 1.

Jim Carroll opened the meeting by stating that his thought for the first two hours
of the meeting \10"&5 to discuss each company's vie..... of various economic definitions that
were being used. He stated that it was not his intent to solve an)' issues in the cost areL
but to gain insight into each compan)"s view.

Scon Schaefer Slated that even in Bc.iSouth. different people used different
definitions for Long Run Incremental Cost f'LRIC") and Total Service Long Run
Incremental Cost ("TSLRIC"). He said he wanted to make sure \Ir"C were not arguing o\-er
something that could be resolved definitionalJ)'. He then introduced Jerry Hendrix as
BeltSouth's Pricing Analyst Ittd Jim Anderson as BellSouth's Cost Analyst.

Mr. Anderson then distributed I one-pagt document (Anachment 2) oreconomic
definitions accepted by BeUSouth. Mr. Anderson explained BellSouth's view of LRIC.
He stated that for BellSouth. the LRIC is the price floor for any scl'\ice offered. Under
this definition. he explained. there ....-ere no fixed costs. LRJC is forv.vd lookina.

Mr. Guedel then asked how BellSouth defmed fixed costs. Mr. Anderson sweet
that BellSouth considered I fixed cost to be. one-time cost mat wu sunk when spent. as
compared to I capital cost which, once spent. developed additional cost streams. Mr.
Guedel asked ifs\loitches were included in BelJSouth's definition orLRIC. Mr. An4erson



Mr. Cr~fton thl.:n l'lll;;~"'l'te,", ~ r~\'i~w orth.: hil:h points on the nt,uri, l.·\ttachnlcnt
3), In the unbundle,", loor need. AT&'I" was aYt'aitina; a resJ'KInse to the l'rtiOns in its
propo~~1. \1s. Lavcn noteJ that BeUS<,uth had responded to these at th~ \\orkin~ le\,el.
Ms, L:m:u. rcferrin~ to the matrix. st.1ted that options a (provide AT&T with cl'ppcr
f~cilities) and b Iintea;rateJ VRT conli~uration. provide a TR:;O~ inh~rt:'cC:1 are :I\'ail:1h":
butth:n c lallo" .~T&T t(' purchase entire DLC systcm) and d (convert inte~rattd

:i)'slems to non.inte~rated \ wtre not. Ms. Laven stated that BellSouth htlie\'ed that
options a and b met AT&T nceds for market enU)',

The discussion next considered the Network Interface Device need. ~tr. Crafton
stated AT&T would alrce to around the loop when a scr'\'ice call was made, Mr.
Schaefer noted that BeUSouth's position has not chanaed. Mr. Cmoll noted th.1t Option b
(AT&T ground loop and certit)'ina it as such on BellSouth certification proaram) was the
correct solution, ~r. Schaefer disagreed.

The discussion next turned to Dedicated TranspOrt. Mr. Crafton asked if
BellSouth had an~' additional thouihts on its position, Ms. Laven noted that AT&T could
purchase transport but BellSouth disaifCed \\ith AT&T on thc port.

The panies moved to discussion of the fi'..e-)·ear reser'\'ation on "ihtS of wa)'. Mr.
Schaefer explained BellSouth's position was based on its readinl ofSection 2~4 of the
Telecommunications Act. Mr. Crafton asked if AT&T would have access I~ all records
on a current basis. BellSouth said the records would be available. Mr. Carroll noted that
AT&.T agreed about the records access. but not on the five-year reser'\"ltion.

Mr. Carroll then asked Mr. Schaefer about BellSouth's position on AIN. Mr.
Carroll noted that at the previous meetina Mr. Schaefer had alreed to revisit the issue of
whether Phase mAIN was required by the Act. Mr. Crafton noted that AT&T was
seeking unmediated access. Mr, Schaefer said the panies disaareed on what was required
b)' the Act.

Mr. Crafton said that for loop distribution. AT&T did not need this full>'
unbundled until 1997. althoulh AT&Ts position is that loop distribution unbundlinl is
technically feasible. Ms. Laven stated that BellSouth's position had not chanaed. that it
was not commined to move forv."Itd on this. and it does not think it is technically
feasible, Mr. Carroll noted that ATltT \\"U\ted BellSouth to consider a process to mo\'e
forv-vd ....ith this. Mr. Schaefer stated BellSouth is workinS the issue but that there wu
no wget date. ~ts. Laven noted that BellSouth would be hellinl from vendors in six
weeks. AT&T asked for an update at that time.

Mr. Crafton next provided the Unbundled Net"A-ork Function Combinations chin
(Anlchment 4.) He \\"U\ted the panies to focus on what elements and combinations were
most important to AT"T. Ofthe twelve combinations. AT"T needed the to ability to
order ei&ht by t\ovember. 1996. Four combinations could be provided later. Followinl
discussion about the document. Ms. Laven noted that combination 1 looked like resale

PapS



~nd BdIS~,uth did not a.:rcc Ih.1t Al&:T llhllUIJ h.1w th~ ahility ((I recombine e!l:ml:nts t~,

r(pli~·:nl.: rc:sal~.

Mr. CiUTOll said that other th3n th~ ilr~il wh~rt we a,~"< to disa~ree. he \\'ilnt~d 1(\

focus I.," the sct\'ice d3t~s across th< \'ari~'us c~.'n,bin3tions and date:s where the
Clll11bin:llions were doable from an operation 3l1J orderini ~rspecti\·e. Mr. Carrl.,l1 :lsleJ
if the p3nies could focus on dcli\'~~' dat~s in 3TeilS \\h<rc the panics a~r".~s. Lil\ell
sOlid the)' could. ~lr. Carroll noted that in his \'iew. combinations I. j. Sand 8 wer~

agreeable now. subject to resolution ofccnain issu~s. Mr. Sc:hHfcr Stlt~ Option 1c(.lulJ
be available ifoperator servic~sldirecto~' assist3ftcc was brand~ BcllSouth: Option j
and 8 arc available except where IOLC ~quipmcnt dcplo}'~d and combination Swas
available.

The m~ctini then concluded.

•
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William 1. Carroll
ltoom4170
1200 Ptlachne Snet. N.E.
AtlaDta. Gecqia 30309

.-LL~JTH
~iCATION.@

..

OearflDl:

'I'be purpose ofthis leuer is to respoDd to yourdne Ieam to DuIDe Acbn:ua. of May 6. 19M ad your
lec.er ofMay 7. 19M addtased to me.

MJy fi J996lc1!m tp Quane Askcrmp"prdilr A1IMm. ""Xa+-BeUSoalh is.......
ATelT has eleded to • iDtercOllnlCdoa. UDbuDdliq ad male aeaClCl&t.ieas for 1M..ofAIINm.
cd Kentucky. BcUSoudl will DOW couicler dme sraIIS IS apitt oftbe CID&oiII ........betweeD our &

two complzdes cd will recosnlze May 6, 1996 IS the offtcial dale for bo1h sraIIS. U'dUs is Dot die CUI,
plusc let me mow.

~ .
Secondl)', BeUSouth sullau that the two companies CO aha.d and iDelude t!w natof. BeUSoudl...
in the nCl0tiatioll.S. If this proposal is accep1Ible to )'OU, B.11Soudl wW coaskWtbe ofIlcial
commencement dale for De,ot1atioa.s to be the date ofyour wriuea accepcuce ofthis prapoII!'. .'

MIV § 199§ JeJtcr SA QuYe Ask.m ,,_iPsen'" tmmftcn ID4 Mn 7 19MIp. 'M ".
SIm'-BeUSou\b mabmin, dw lbe pc; to PC fax inIertIae iDJd&D)' .......m_ dae ....ad""of
the TelecommW1ieatioDl Act of 19M IS to iatafIocc requiremaII betw..~ IDcumlMatloall achetp
carrier IDd other local excbanre carriers. FUftber. &be fax iDterfMle is n eed_1)' aYlDlbIe _ j
faciliwiD, AT~T's immediale CDII)' iDto &be local excbIqe rescUerlDllbc.

Nonetheless, BeUSouth bas beea wiUiDr to 10 fUrdact"- til. rtepiI.aatI ot_1aw dIroaPIII j

considcnzicm ad ofl'er to provide a .1ecnDie iDtcI'&cc S)'SSa for..moe ordIr .....ad
confirmation. It is ow cx:peccadoa dw fC"__¥IS from BcUSoulh u4AT~Twm IOGIl be ule.
IIRC OD the specific requircmCll1S for dUs I)'IIIID.

10 addidOD to &be Ibovc.matioud EDt~ ItUSoat1lhu c:oa=u.s to aplcn....far
addrcssUs, ATAT requests ad hu takeD dle foUowiq.-pl:

(1) BcUSoulb bas developed a iDJdal view otJll'l"O"laiDlI1tclraDic _IDe......
ell1C11'011k access to: RSAG· EDd ofIlce (CLLI) NPA.)QCX iDfor PSJNS •,_
IDd fuDcdoD avaitabiUt)'. ATLAS • T.ltphooc 1UIIIl_wfpm..!)SAP.Due"
scbeduliDa.

(2) 8eUSou1b bII cIevcJoped III iDidaI view ofdle work DI aT1111)' to compIcIe ..,.......
ATAT via 1ft EDt iDtcr&ce. ~

(3) BellSouth will consider lIdhoriziDl1be desip,...to beP OD bodldae abowaaeadoaed
items pcDdinla,cepllDce by AT~T of'the terms oatUDed III 1be fot1owfDa pIfIII'IpIra.

001822



B.llSoudl bas two 1:D-ebuisms for recoveriaa the costs ofthis ldditiouJ IDeS discndour,y work. The
eoN of. dcwlopmem Of1M I)'StaDJ aD be DdCd apiDa lb. dilcouDt ofrtnd to meUers for Ibe
purdllse ofBeUSoutb's man cel.coamnmicaliODI services or 1be cost caD be rteOvered lbrouab.DOD.
recuniD& char&eL

At preseDt, AT"" is Ita. ODl)' meUer to request dw& 1M Int.Irface betwIIQ BeIlSoutb cd itselfbe Ibroulb
.ltcU'ODic S)'SIaDS. FUftber. iIl)'Our Ma)' 1. 1'" .... you speciftcalb'~ lel1Soudl'l proposal to
net me costs ollb. cltvtlopmlDt of.1tcIroDic intafIce hill.. disco8t oftiNd to ...u.n by BellSouth.
BellSoalbwu IUIPiMd by ATA'r.1IICtioIl to 1be ........ CODCIpt clue to III'tier lDloraallDdic:lliODS
from ATAT 1baI dds medlod would be wonb)' ofsaioua couLte.1tiaD ad.... 11111 Ippiow:ta would
sprad &Ia. costs across..1len lltUiziq 1M BeUSouda ..... As 6cul1id1D our.... otMay 14,
BeUSoudl is ....uada& AT"T pllt fonb I proposal for BeUSoudl·.1'ICOVtr)' of.... cosaau would be
aecepClblt to bodl pItdts.

. I look forwvcl to OW'repllrly scbeduled mecdDp reprdiq 1M DtJOdatiou.

w. Scou Schaefer
Vice Presidmt • MIlk.tiDe
InterCoZ1Dectioc Services

.. '
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)
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OF

WILLIAMJ. BAUMOL
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BEFORE THE
FEDERAL COMMUNICATIONS COMMISSION

WASHINGTON. D.C. 2OSS4

In the matter of

Application by BellSouth Corporation. )
BellSouth Telecommunications. Inc. )
and BellSouth Lona Distance. Inc. )
For Authorization Under Section 271 )
Of the Communications Act to Provide )
In-Region. InterLATA Service )
In the State of Louisiana )

CC Docket No. 97-2~1

An1DAVlTOF
waLIAMJ. BAUMOL

ON BEHALF OF
AT&T CORP.

1. My name is William J. Baumol. I am Director of the C.V. Starr Center

for Applied Economics at New York University, and Professor of Economics Emeritus at

Princeton University. I have published more than 500 articles in professional economic

journals and am the author or coauthor of more than two dozen books. including Toward

competition in Lncal Idlpbony (1994). Entrcprmeurship. Manaaemcnt. and the StD1CtUfe of

Payoffs (1993), Economics: Principles and Policy (5th edt 1991). Contegble Markets and the

'IbeotY of Industxy Stmctnre (rev. edt 1988). The Tbc;m:y of Environmental Policy (2d edt

1988). and Supetfairncss (1986). I am past president of four professional organizations,

including the American Economic Association. and have been elected to the National Academy
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FCC DOCKET CC NO. 97-231
AFFIDAVIT OF WU.I.!AM J. BAUMOL

of Sciences. A fuller statement of my background and qualifications is appended to this

affidavit.

2. I submit this affidavit to discuss the application of BellSouth to provide

in-region. interLATA services in Louisiana. In principle, I am a strong supporter of

elimination of impediments to entry of any enterprise into any market. For this reason.

BeIlSouth's application would seem to deserve careful consideration.

3. ~ central purpose of this testimony is to offer such an examination by

discussing appropriate and inappropriate means for the encouragement of further competition

in interexchange telecommunications. and the pertinence of these considerations to the terms of

the Telecommunications Act of 1996 that restricts the arenas of activity of BeIlSouth and other

Bell Operating Companies eBOCs").

I. INDODUCTION

A. THE BASIC ISSUE

4. BellSouth bas applied to the Commission for permission to provide

interexchange service under Section 271 of the Telecommunications Act. BellSouth. along

with the other SOCs. as the monopoly providers of local exchange service throughout most of

the country, have previously been foreclosed from providing most interexchange service by the

terms of the Modification of Final Judgment ('"MFJ") under which the DOCs were divested

from AT&T. BeIlSouth now contends that permission for it to embark on interexchange

- 2-
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service will enhance the competitiveness of all of telecommunications and will serve to weaken

the market power that it claims is now exercised by the three largest long distance carriers.

S. In enacting the Telecommunications Act of 1996, Congress stated that its

purpose was "to promote competition and reduce regulation in order to secure lower prices and

higher quality services for American telecommunications consumers and encourage the rapid

deployment of new telecommunications technologies. to To achieve these clearly laudable

goals, the Act uses a two-pronged approach. First, the Act has a number of provisions

designed to stimulate the birth and growth of competition in local exchange markets. Second.

'the Act provides that atW: several criteria related to the competitiveness of local exchange

markets have been met. the BOCs may enter interexchange markets.

6. One of these criteria is that such entry "is consistent with the public

interest . . . .to As the many economists who have submitted statements on behalf of BellSouth

have acknowledged. the public interest requires the Commission to determine whether granting

BellSouth's application will enhance or hann competition. This issue. in tum, requires the

Commission to examine whether local exchange markets in Louisiana are sufficiently

competitive to act as an effective constraint on anticompetitive conduct that would be possible

if the restrictions originally imposed under the MFJ were removed.

7. BellSouth has fIled in support of its position the submissions of several

economists of undoubted ability and integrity. Nevertheless, it seems clear that even a brief

but careful review of the pertinent facts will convince dispassionate observers that the

- 3 -
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permission BellSouth seeks is entirely premature. If the Telecommunications Act works as

designed, there should come a time when the public interest will make BellSouth's entry into

intcrexcbange service appropriate. There is even reason to hope that the time for this will not

be long in coming. However, it is also possible that there may be a very considerable delay

before BellSouth can safely be permitted full-scale entry into interexchaDge service. The point

is that currently in Louisiana, competition for the delivery of telecommunications service to

households and smaller business fums as well as to many other subscribers, that is, local

exchange service, has experienced only the first stirrings of competition. The record before

the Commission makes it safe to say that BellSouth serves over 99 percent of the total access

lines in BellSouth's Louisiana service territory. In such circumstances, one can hardly treat as

a serious assertion the claim that the local exchange has now become sufficiently competitive

so that the concerns about anticompetitive conduct (concerns underlying the original imposition

of the MFJ restrictions) have evaporated.

8. I do not differ an iota from any of my coneagues who have prepared

testimony on behalf of BellSouth in this matter on the desirability of increased competition in

IDX part of telecommunications activity, both in the local arena and in interexchange service.

Any new firm that does not possess any bottleneck facilities essential for the activities of the

other rums in the interexchange arena may well serve the public interest if it enters

intcrexchange service provision and is successful in this venture. As I will show here,

however, entry into interexchange service by a ftml that does possess a critical bottleneck,

-4-
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while it will undoubtedly offer the appearance of enhancing competition in that segment of

communications. may well actually handicap it severely and can conceivably even cripple it.

B. LOCAL BOTTLENECKS AS A THREAT TO INTEREXCHANGE
COMPlTD1ON

9. The problem at issue here arises whenever a proprietor of a bottleneck

facility that is an essential input into a fmal product enters into competition for ,supply of the

fmal product itself. In the present circumstances. the fmal product is interexcbange

telecommunications. and the bottleneck input is. of course. access to local exchange facilities.

Any interexchange carrier must purchase access from the local exchange carrier in order to sell

its services to subscribers and other users. However, if the local exchange carrier enters into

competition in the provision of fmal product, interexchange service, then it, too. must use

access to local exchange facilities in order to supply its services to consumers.

10. The price and other terms on which the BOC supplies access to itself and

to the other carriers can, obviously. have a profound effect on competition. For example, if

bottleneck services were supplied to competitors at a price substantially lower than the owner

of the bottleneck implicitly charges itself (as occurred in some arenas such as railroading.

where such prices were imposed by traditional regulatory practice) then the owner of the

bottleneck clearly would be placed at a marked competitive disadvantage relative to its rivals

who purchase the same bottleneck services. In contrast, where the owner of the bottleneck is

-5-
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unconstrained in the pricing of its bottleneck services, there is the marked danger that it will

sell them to its rivals on considerably less advantageous terms than it does to itself. If this

occurs, obviously the entry of the bottleneck owner into the competitive fmal product market,

rather than enhancing competition, can handicap it seriously and even destroy it. This is one

of the key reasons that the MFI broke up the Bell System and insisted that the bottleneck

facilities go to fIrms entirely separated from the (then prospectively, now actually) competitive

interexchange market.

11. Not only is there the very real peril that a BOC freed to enter the

interexchange market will sell access service at prices to competitors higher than those it

implicitly charges itself; there is also a heightened danger that access for some services will be

priced (as a result of cost misallocations between competitive and noncompetitive services) so

as to yield a substantial monopoly profIt to the LEe, both on the access it provides to

interexchange carriers, and on the access service it uses for itself. It can even use such

monopoly profIts to provide cross subsidies to some of its other products if that should offer a

strategic advantage to the BOC.

12. This is not just a conventional problem of cross subsidies, whose

significance and character is widely recognized. Rather, the problem stems from the fact that

when a BOC supplies toll service, as it now does in intraLATA areas, it is, in effect, forced to

acquire access just as any other toll service supplier must do. However. this means that the

-6-
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BOC, unlike the interexchange carrier, must purchase access fmm iUclf. That, in tum, entails

two problems from the point of view of protection of the public interest.

13. First, while the toll service competitor of the DOC pays a directly

observable price for the access -- a price whose magnitude is visible to all -- in contrast, the

price that the BOC implicitly charges itself for access can be calculated only indirectly, on the

basis of very sophisticated concepts, if it is to be calculated correctly. The

Telecommunications Act, requirement that the BOC impute to itself the same cost of access as

it charges to its interexchange competitors, while eliminating one very obvious form of

discrimination, does DOt remedy the underlying problem. The point is that the transfer price

recorded on the affiliated enterprises' books -- whether it is equal to or different from the

access charge imposed on interexchange competitors -- is irrelevant because the transfer of

money from one pocket of the overall business to the other pocket is irrelevant. The relevant

price, of course, is composed of the incremental cost of access plus the imputed profits,

neither of which can be obtained directly from the corporation's books.

14. This difficulty must be faced up to, for failure to do so means that the

DOC may be supplying access to itself at a price considerably lower or considerably higher

than that at which it supplies access to the interexchange carriers. With access so important a

component of the cost of supplying toll, it is clear that if either an IXC or the BOC ends up

paying a materially higher price for access than the other does, it will be placed under a severe

handicap in competition for toll business. In terms of the overused cliche, the playing field

-7-
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will be tilted severely, and the public welfare will be damaged because the traffic will not

necessarily go to the firm that can supply it most cheaply and efficiently. but rather to the fmn

that can get away with the lower access price. (As described in Section m.A. below, this

technique is often referred to as a "vertical price squeeze.")

IS. That gives rise to the second of the problems that were just referred to.

Clearly, with pricing of access in the hands of the BOC it is hardly to be expected that it will

be the IXCs who receive the lower toll price. The danger is that with the price of access of

the DOC to itself not easily observable, it will not resist the clear temptation to tilt the toll

.playing field in its own favor, thereby undermining competition (and not just particular

competitors) in the arena. So long as effective competition in the local loop remains a distant

promise, so that -- as is the case today -- the IXCs have no place else to tum for the essential

access services, the problem will not vanish of its own accord, any more than it could have

been expected to do when the MFJ was first formulated, and when the DOCs were divorced

from AT&T to avoid just this sort of threat to competitiveness.

c. BUT WllEBE IS THE MONOPOLY POWER REALLY LOCATED?

16. The notion apparently entertained by BellSouth that such danger to

competition of discriminatory provision of the bottleneck services merits little discussion is

mind boggling enough. However. BellSouth goes one step further and takes a position that

strains credence even more. It argues that not only is the local exchange an arena open to
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competition today, but that, in fact, it is the interexchange market that is really uncompetitive.

In effect, this would seem to imply that it is the interexchange carriers who are in a position to

exploit the BOCs rather than the reverse. BellSouth goes to great lengths to argue both -- the

openness of the local exchange to competition and the lack of competition in interexcbange

service. But when these two propositions are placed side by side their absurdity must be

manifest to the most casual observer.

17. Of course, no one can pretend that interexcbange competition

encompasses anywhere near as many rivals as the market for soy beans. Interexcbange service

is supplied by four large carriers, by over a half dozen others who provide service that is

virtually national, and by hundreds of smaller carriers. It is substantially constrained, though

not perfectly, in its pricing and other respects by the extreme ease of entry into reselling. It is

true that in their base prices the major suppliers tend to stay abreast of one another. Surely,

effective competition offers them no other option. And one need only turn on one's television

set on any evening to watch MCI make unkind remarks about AT&T or to see the favor

returned. Moreover, this extremely rivalrous advertising is focussed on prices and discounts,

with each firm, and Sprint as well, energetically striving to attract household subscribers. In

dealing with business ftrmS, rivalry is undoubtedly even more severe, with carriers vying to

offer attractive special contracts to prospective customers.

18. In contrast, has anyone ever seen a television advertisement of two rivals

in combat for household users of the local loop? To what competitor can any of us tum if we
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are unhappy with the monopoly service supplied by our friendly BOC? It is tnle that BOCs do

now face some competition for SOB of the traffic of business fmns and government agencies.

However, the notion that the local loop,s stare of competitiveness can even be compared

remotely with that in interexcbange services is so absurd on its face, that mere recapitulation

of the argument should suffice to dispose of it. Reality stood on its head is in this case,

fortunately, all too easy to recognize.

D. THE BOTtOM LINE

19. The inescapable conclusion from all this is that BellSouth's petition is at

best highly premature. It is difficult to deny that enhanced competition in any

telecommunications arena, or in any other economic area for that matter, will benefit consu-

men. This is ttue of the interexchange arena and even considerably more so in local services.

While entry usually makes an economic sector more competitive, there are notable exceptions.

The entry into a market by the monopolistic proprietor of an input indispensable to all

suppliers in that market, rather than enhancing competition, can serve to undermine it. The

introduction of a wolf into a chicken coop can hardly be counted on to increase the population

of the coop.

20. The pretense that effective competition will come to the local arena does

not make it 50. There can be little doubt that the services of the local exchange continue to be

supplied on what are essentially monopoly terms to the vast preponderance of users of
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telecommunications services. Some day, perhaps even soon, under the Telecommunications

Act of 1996 and subsequent FCC orders, that monopoly may come to an end. Until it does,

there is no more reason to eliminate the structural separation between interexchange markets

and clearly non-competitive local exchange markets than there was a decade ago. The issue is

no more complex than that.

u. ON THE STATE OF COMPETItION IN THE LOCAL EXCHANGE

A. THE LIMITS OF COMPETtI'lQN TODAY

21. BellSouth's own filing makes clear that only a very small degree of

competition has made its appearance in the provision of local services in Louisiana. What is

now nascent competition may well develop into effective access competition. Nevertheless, it

cannot be maintained with any degree of plausibility that this state of affairs has already been

achieved, and that competition bas deprived BellSouth of the power to exploit its bottleneck

facilities to the disadvantage of prospective rivals in the interLATA market. Moreover,

BellSouth's fl1ing does not even suggest a standard that could be used to determine whether

competition in the local service arena has grown sufficiently powerful to eliminate the

legitimate concerns raised by BellSouth's entry into interLATA markets.

22. The basic ditrlCUlty, of course, is that successful operation in the

interLATA arena requires the fmn supplying those services to reach the individual

telecommunications customers, and that, with some very limited exceptions, this still can be
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done only through use of facilities provided exclusively by BellSouth. Whatever the

competition that is available today, it serves almost entirely to protect mJD' of the pertinent

and legitimate interests of large business customers and large business users. It does yinuaUy

DOtbiDa to offer similar protection to smaller busiD§i and housMnld users whose interes1S

should be a prime wpm of n;pJation. And failure to offer competitive protection to smaller

business and household users of local telecommunications services also leaves vulnerable the

large business customers, many of whose messages ultimately have smaller businesses or

households as their target.

23. Similar observations apply to access. If and when the access services

can be supplied by a number of rival carriers, each in a position to offer such services to any

interexchange carrier in whatever quantity and quality the latter desires, and to offer the

services in competition with BellSouth, then BellSouth will clearly have been deprived of its

bottleneck and there will be no legitimate reason to prevent its entry into the provision of

interLATA services. However, it is obvious that such a state of affairs is still far from reality.

24. It is yet possible, despite protestation to the contrary by some witnesses

for BellSouth, that many of the still-noncompetitive services will prove to be natural

monopolies so that substantial competition in their supply will never materialize. Moreover,

potential competition, the instrument of contestability of a market, is likely to be impeded in

such an arena by the need for any entrant to incur substantial sunk investments before it can

hope to compete effectively. the continued dependence of entrants on BellSouth for the use of
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